NCA 
VOC FOR IOP/FH 


NEWS ANALYSIS 1-0847 MAY 26, 1976 
FRANK M, FEINBERG 


THE FEDERAL RESERVE AD THE U.S. ECONONY 
ANNCR: 


THE FEDERAL RESERVE SOARD -- AMERICA'S CENTRAL BAiIK -- 
APPARENTLY THINKS THE PACE OF T4E ECOWOHIC RECOVERY IN THE 
UNITED STATES COULD FEED MORE INFLATION. VOA BUSINESS EDITOR 
FRANK FEINBERG LOOKS AT THE FED'S PRECAUTIONARY MEASURES AD 
THEIR SIGNIFICANCE, 

VOICE: 

THE FEDERAL RESERVE, WHICH TO A LARGE DEGREE CONTROLS THE 
NATION'S MONEY SUPPLY, AGAI!! FINDS ITSELF WALKI.uG A TIGHT ROPE. 
THE FED IS TRYING TO BALAIHCE HOSETARY GROWTH -- IN ORDER TO 
CONTROL INFLATIONARY PRESSURES, “!HILE, AT THE SAME TINE, 
PROVIDING SUFFICIENT MONEY TO KEEP INTEREST RATES REASONABLE, 

FED CHAIRIWi ARTHUR BURNS AiiD HIS ASSOCIATES Ii RECENT 
WEEKS HAVE INDICATED THEIR COi‘CER' THAT THE RAPID SURGE IN 
INDUSTRIAL OUTPUT COULD LEAD TO EXCESSIVE IFVENTORY BUILDING 
AND INCREASES IN PRICES OF COMMODITIES. THE FED'S GOAL IS TO 
MODERATE THE ECONOMIC ADVAUCE, AND AVOID THE SO-CALLED BOOH- 
BuST CYCLE. 

COPT) THE FED'S GOAL IN TIGHTENING THE MONEY SUPPLY, 
ALBEIT HNODERATELY, IS TO KEEP SUPPLY AND DEMAND Ii! LINE, 
RESTRAIN THE RATE OF INFLATION, AiiD PROLONG THE RECOVERY. 

CEND OPT) 

COPT) ALTHOUGH THE EXACT RELATION BETYEEN THE LEVEL OF 
INTEREST RATES AND THE RATE OF HMOMETARY GROWTH IS TiPRECISE, 
THE HIGHER THE LEVEL OF INTEREST RATES THAT THE FED IS WILLING 


TO ACCEPT, THE LONER WILL BE THE RATE OF MONEY GROWTH CEND OPT) 
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CURRENTLY, THE FEDERAL RESERVE BOARD I!!TEREST RATE TO COMMERCIAL 
BANKS IS FIVE AND ONE QUARTER PER CEIIT -- A NE‘! HIGH FOR THE 
YEAR. THIS INDICATES THAT MISTER BURNS AND AIS COLLEAGUES ARE 
WILLING TO ACCEPT HIGHER INTEREST RATES -- IN THE SHORT RUN -- 
IN ORDER, AS THEY REASON, TO CURES THE MOMEY-GROWWTH RATE AND 

THE INFLATION RATE IN THE LOI'GER RUE. 

THE FED'S INTRICATE MOLEY MANEUVERS MAY SEEI! ACADEMIC TO 
MANY PEOPLE, BUT THIS PRESIDENTIAL ELECTIO:! YEAR, THE AVAILABILITY 
AND COST OF SORROWING FUHDS FOR BOTH INDUSTRY AND THE CONSUMER 
1S A POCKETBOOK ISSUE, AS I/IPORTAHT TO MANY PERSONS AS ANY OTHER 
ISSUE FACING AHERICANS. 

WHEN THE FED TIGHTENS THE MONEY SUPPLY, I!!ITEREST RATES 
USUALLY RISE. INDUSTRIAL EXPA::SIOH PLANS ARE POSTPONED. 

AND FOR CONSUIIERS, PURCHASES OF EXPENSIVE ITEMS, LIKE HOUSES 
AND AUTOMOBILES, ARE DELAYED... ASANDOHED. 

A NUMBER OF ECONCHISTS ARE QUESTIOHING THE FEDERAL RESERVE 
MOVES TO TIGHTEN THE MONEY GROWTH NOW. AUTHORITIES LIKE WALTER 
HELLER, A FORMER CHAIRMAN OF THE PRESIDENTIAL ECOIIONIC COUNCIL, 
SAY THIS IS NOT THE TINE TO BE APPLYING THE MOIIETARY BRAKES. 
ECONOMIST HELLER AND OTHERS SAY THE U.S. ECONOMY STILL IS 
OPERATING BELOW ITS CAPACITY. THEY ARGUE THAT SINCE HOUSING 
FOR EXAMPLE, IS RECOVERING FRO!: ITS RECENT DEPRESSED STATE, 

WHY MAKE IT MORE DIFFICULT TQ BUY A HOUSE BY RAISING MORTGAGE 
RATES. 

IN THE NEXT SEVERAL MONTHS, A LOT OF ATTENTION WILL BE 

FOCUSED Of! THE FEDERAL RESERVE SOARD, PERHAPS THE HOST POWERFUL 


AND INDEPENDENT AGENCY OF THE U.S. GOVERWIIENT, IF THE FED'S 
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RESTRICTIONS ON THE MONEY SUPPLY PROVE SUCCESSFUL IN SUSTAINING 
ECONOMIC GROWTH WITHOUT AH UPTURN If! INFLATION, CRITICISM WILL 
BE MUTED. BUT IF MONETARY RESTRAINT PUSHES UP INTEREST RATES 
SHARPLY -- AND THE ECONOMIC NOMENTUM SLOUS UP SHARPLY -- THE 
FED ‘WILL BE UNDER STRONG PRESSURE TO PUMP OUT MORE MONEY. 

a 


JS/CAK 


